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Federal Acquisition Regulation 16.601 

other official designated by the head of 
the agency, determines that— 

(i) The award of a follow-on contract 
is delayed by circumstances that were 
not reasonably foreseeable at the time 
the initial contract was entered into; 
and 

(ii) The extension is necessary to en-
sure continuity of services, pending the 
award of the follow-on contract. 

[65 FR 24319, Apr. 25, 2000, as amended at 67 
FR 56119, Aug. 30, 2002; 68 FR 60005, Oct. 20, 
2003; 70 FR 11738, Mar. 9, 2005; 71 FR 218, Jan. 
3, 2006; 71 FR 57367, Sept. 28, 2006] 

16.506 Solicitation provisions and con-
tract clauses. 

(a) Insert the clause at 52.216–18, Or-
dering, in solicitations and contracts 
when a definite-quantity contract, a 
requirements contract, or an indefi-
nite-quantity contract is con-
templated. 

(b) Insert a clause substantially the 
same as the clause at 52.216–19, Order 
Limitations, in solicitations and con-
tracts when a definite-quantity con-
tract, a requirements contract, or an 
indefinite-quantity contract is con-
templated. 

(c) Insert the clause at 52.216–20, Defi-
nite Quantity, in solicitations and con-
tracts when a definite-quantity con-
tract is contemplated. 

(d)(1) Insert the clause at 52.216–21, 
Requirements, in solicitations and con-
tracts when a requirements contract is 
contemplated. 

(2) If the contract is for nonpersonal 
services and related supplies and covers 
estimated requirements that exceed a 
specific Government activity’s internal 
capability to produce or perform, use 
the clause with its Alternate I. 

(3) If the contract includes subsist-
ence for both Government use and re-
sale in the same Schedule, and similar 
products may be acquired on a brand- 
name basis, use the clause with its Al-
ternate II (but see paragraph (d)(5) of 
this section). 

(4) If the contract involves a partial 
small business set-aside, use the clause 
with its Alternate III (but see subpara-
graph (5) below). 

(5) If the contract— 
(i) Includes subsistence for Govern-

ment use and resale in the same sched-

ule and similar products may be ac-
quired on a brand-name basis; and 

(ii) Involves a partial small business 
set-aside, use the clause with its Alter-
nate IV. 

(e) Insert the clause at 52.216–22, In-
definite Quantity, in solicitations and 
contracts when an indefinite-quantity 
contract is contemplated. 

(f) Insert the provision at 52.216–27, 
Single or Multiple Awards, in solicita-
tions for indefinite-quantity contracts 
that may result in multiple contract 
awards. Modify the provision to specify 
the estimated number of awards. Do 
not use this provision for advisory and 
assistance services contracts that ex-
ceed 3 years and $11.5 million (includ-
ing all options). 

(g) Insert the provision at 52.216–28, 
Multiple Awards for Advisory and As-
sistance Services, in solicitations for 
task-order contracts for advisory and 
assistance services that exceed 3 years 
and $11.5 million (including all op-
tions), unless a determination has been 
made under 16.504(c)(2)(i)(A). Modify 
the provision to specify the estimated 
number of awards. 

[48 FR 42219, Sept. 19, 1983; 60 FR 48260, Sept. 
18, 1995. Redesignated and amended at 60 FR 
49726, 49727, Sept. 26, 1995; 65 FR 24320, Apr. 
25, 2000; 71 FR 57367, Sept. 28, 2006] 

Subpart 16.6—Time-and-Materials, 
Labor-Hour, and Letter Contracts 

16.601 Time-and-materials contracts. 

(a) Description. A time-and-materials 
contract provides for acquiring sup-
plies or services on the basis of (1) di-
rect labor hours at specified fixed hour-
ly rates that include wages, overhead, 
general and administrative expenses, 
and profit and (2) materials at cost, in-
cluding, if appropriate, material han-
dling costs as part of material costs. 

(b) Application. A time-and-materials 
contract may be used only when it is 
not possible at the time of placing the 
contract to estimate accurately the ex-
tent or duration of the work or to an-
ticipate costs with any reasonable de-
gree of confidence. 

(1) Government surveillance. A time- 
and-materials contract provides no 
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positive profit incentive to the con-
tractor for cost control or labor effi-
ciency. Therefore, appropriate Govern-
ment surveillance of contractor per-
formance is required to give reasonable 
assurance that efficient methods and 
effective cost controls are being used. 

(2) Material handling costs. When in-
cluded as part of material costs, mate-
rial handling costs shall include only 
costs clearly excluded from the labor- 
hour rate. Material handling costs may 
include all appropriate indirect costs 
allocated to direct materials in accord-
ance with the contractor’s usual ac-
counting procedures consistent with 
part 31. 

(3) Optional method of pricing material. 
When the nature of the work to be per-
formed requires the contractor to fur-
nish material that it regularly sells to 
the general public in the normal course 
of its business, the contract may pro-
vide for charging material on a basis 
other than at cost if— 

(i) The total estimated contract price 
does not exceed $30,000 or the estimated 
price of material so charged does not 
exceed 20 percent of the estimated con-
tract price; 

(ii) The material to be so charged is 
identified in the contract; 

(iii) No element of profit on material 
so charged is included as profit in the 
fixed hourly labor rates; and 

(iv) The contract provides (A) that 
the price to be paid for such material 
shall be based on an established cata-
log or list price in effect when material 
is furnished, less all applicable dis-
counts to the Government, and (B) that 
in no event shall the price exceed the 
contractor’s sales price to its most-fa-
vored customer for the same item in 
like quantity, or the current market 
price, whichever is lower. 

(c) Limitations. A time-and-materials 
contract may be used (1) only after the 
contracting officer executes a deter-
mination and findings that no other 
contract type is suitable and (2) only if 
the contract includes a ceiling price 
that the contractor exceeds at its own 
risk. The contracting officer shall doc-
ument the contract file to justify the 
reasons for and amount of any subse-
quent change in the ceiling price. 

[48 FR 42219, Sept. 19, 1983, as amended at 71 
FR 57367, Sept. 28, 2006] 

16.602 Labor-hour contracts. 

Description. A labor-hour contract is 
a variation of the time-and-materials 
contract, differing only in that mate-
rials are not supplied by the con-
tractor. See 16.601(b) and 16.601(c) for 
application and limitations, respec-
tively. 

16.603 Letter contracts. 

16.603–1 Description. 

A letter contract is a written pre-
liminary contractual instrument that 
authorizes the contractor to begin im-
mediately manufacturing supplies or 
performing services. 

16.603–2 Application. 

(a) A letter contract may be used 
when (1) the Government’s interests 
demand that the contractor be given a 
binding commitment so that work can 
start immediately and (2) negotiating a 
definitive contract is not possible in 
sufficient time to meet the require-
ment. However, a letter contract 
should be as complete and definite as 
feasible under the circumstances. 

(b) When a letter contract award is 
based on price competition, the con-
tracting officer shall include an overall 
price ceiling in the letter contract. 

(c) Each letter contract shall, as re-
quired by the clause at 52.216–25, Con-
tract Definitization, contain a nego-
tiated definitization schedule including 
(1) dates for submission of the contrac-
tor’s price proposal, required cost or 
pricing data, and, if required, make-or- 
buy and subcontracting plans, (2) a 
date for the start of negotiations, and 
(3) a target date for definitization, 
which shall be the earliest practicable 
date for definitization. The schedule 
will provide for definitization of the 
contract within 180 days after the date 
of the letter contract or before comple-
tion of 40 percent of the work to be per-
formed, whichever occurs first. How-
ever, the contracting officer may, in 
extreme cases and according to agency 
procedures, authorize an additional pe-
riod. If, after exhausting all reasonable 
efforts, the contracting officer and the 
contractor cannot negotiate a defini-
tive contract because of failure to 
reach agreement as to price or fee, the 
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